OPENING STATEMENT
of
MICHAEL K. POWELL
Chairman

Federal Communications Commission

Before the
Subcommittee on Telecommunications and the Internet

of the House Committee on Energy and Commerce

Thursday, March 29, 2001

10:00 a.m.

2123 Rayburn House Office Building




SUMMARY OF OPENING STATEMENT OF
FCC CHAIRMAN MICHAEL K. POWELL
BEFORE THE
SUBCOMMITTEE ON TELECOMMUNICATIONS AND THE INTERNET
OF THE HOUSE COMMITTEE ON ENERGY AND COMMERCE
MARCH 29, 2001

In order to serve the American public, the Federal Communications Commission, as an
institution, must be efficient, effective, and responsive. The challenges of reaching these goals at
the Commission are complicated by the sweeping, fast-paced changes that characterize the
industries that we regulate. Indeed, the Commission is experiencing a challenge it has never
faced: each industry segment in our portfolio is in the midst of revolution, and is attempting to
adapt to the most fundamental changes in their history. Moreover, the changes are blurring the
lines that once separated these industry groupings. There are new markets, new competitors, and
new regulatory challenges.

For this agency to fulfill its congressional charge, indeed to remain relevant at all, it must
write and execute a new business plan built along four dimensions: (1) a clear substantive policy
vision, consistent with the various communications statutes and rules, that guides our
deliberations; (2) a pointed emphasis on management that builds a strong team, produces a
cohesive and efficient operation, and leads to clear and timely decisions; (3) an extensive
training and development program to ensure that we possess independent technical and economic
expertise; and (4) organizational restructuring to align our institution with the realities of a
dynamic and converging marketplace.

My goal is to improve the agency on all these dimensions. To that end, I intend to seck
the opinions and thoughts from a wide range of participants, including this Subcommittee and
other Members of Congress and their staffs, as well as the businesses that come before the
Commission. And, I want to hear from the Commission's employees. They often know best
how we should change and what tools they need to do their jobs. I want to gather opinions and
ideas, but be swift to make changes. It is our goal to fully complete many of these changes this
year.

Finally, I will be turning to this Subcommittee and Congress for assistance. With regard
to the organizational restructuring that is likely to be necessary, 1 hope you will concur in those
changes. Most critically, I look to Congress to support the Commission's budgetary needs and
objectives.

I cannot predict the future, nor can anyone else at the Commussion. When faced with
future challenges that are uncertain, the best approach is to build a first-class operation, with top
talent, that is trained and disciplined enough to adapt quickly to new and changing situations. I
hope to build, along with my colleagues and the outstanding FCC staff, just such a unit—one
well suited to an uncertam future.




Good moming, Mr. Chairman and other distinguished members of the House
Subcommittee on Telecommunications and the Internet. Thank you for inviting me here to
discuss the Federal Communications Commission's agenda for 2001 and the agency's reform
effort.

I am honored and humbled to lead the Commission at this time of unbelievable change in
the communications industry. I believe a critical part of my job is to be a leader and steward of
the agency, and I take this responsibility very seriously. In order to serve the American public,
the FCC, as an institution, must be efficient, effective, and responsive. The challenges of
reaching these goals at the Commission are complicated by the sweeping, fast-paced changes
that characterize the industries that we regulate. Indeed, the Commission ts experiencing a
challenge it has never faced: each industry segment in our portfolio is in the midst of revolution,
and is attempting to adapt to the most fundamental changes in their history—for example,
competition and deregulation in telephones, DTV transition in television, modem and interactive
services in cable, wireless Internet and digital services, consumer accessible satellite service,
broadband everywhere, and on and on. Moreover, the changes are blurring the lines that once
separated these industry groupings. There are new markets, new competitors, and new
regulatory challenges. The game has become three-dimensional chess, where each board is
spinning.

These winds of profound and dynamic change, unleashed in part by the
Telecommunications Act of 1996, have buffeted the Commission and blown it into a position
where its decisions have far-reaching impact on the future of communications, not only in the
United States but throughout the world. We have come a long way from an agency where the
principal focus was the assignment of radio licenses, and its principal activity was conducting
lengthy comparative hearings to assign those licenses. This new environment is no longer linear,
but chaotic and dynamic. For this agency to fulfill its congressional charge, indeed to remain
relevant at all, it must put together a new business model and build the type of team that can
execute it effectively. That is what we intend to do.

FCC Reform: The New Business Plan

I conceive of FCC reform as a comprehensive retooling and redirection of the
Commission's entire mission. Our approach is to write and execute a new business plan built
along four dimensions: (1) a clear substantive policy vision, consistent with the various
communications statutes and rules, that guides our deliberations; (2) a pointed emphasis on
management that builds a strong team, produces a cohesive and efficient operation, and leads to
clear and timely decisions; (3} an extensive training and development program to ensure that we
possess independent technical and economic expertise; and (4) organizational restructuring to
align our institution with the realities of 2 dynamic and converging marketplace.

1. Substantive Vision

The industry, the capital markets, and the government find themselves navigating
between the matured, legacy communications system and the nascent innovation-driven Internet
space of the future. The legacy world to our back is a proud one. This nation built the finest
voice communication system in the world, as well as top-notch mass media delivery systems in
the form of radio, television, and cable. These systems have reached maturity though: that is,
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we understand the basic technology and architecture; we largely understand the cost
characteristics; and, we understand what the consumer wants and what the product is. And,
government regulation and policy had coalesced around these understandings, principally in the
form of regulated monopoly and oligopoly.

We now are looking up at a cresting wave of change that we are much less sure of how to
navigate. The digital broadband world is in its infancy, and its qualities and characteristics are
much less clear. The new advanced architectures and technologies are just beginning to be
understood and deployed, with no clear winning technology or industry. The cost characteristics
may differ substantially from those of traditional networks to which we are accustomed.
Broadband Internet products are still being developed and we all wait to see what service
offerings consumers will and will not embrace. It is a world of dynamic and chaotic
experimentation in which any prediction of how it turns out is foolhardy.

I believe government policy needs to migrate steadily toward the digital broadband
future, but remain humble about what it does not understand and cannot predict. I submit that
this digital broadband migration should be built around incubation, innovation and investment.
At the Commission, our policy direction will focus on this migration and will have several
directional guideposts:

*  We will do everything we can to facilitate the timely and efficient deployment of
broadband infrastructure. In doing so, we will endeavor to promote the growth of a
wide variety of technologies that can compete with each other for the delivery of
contént and will strive not to favor—or uniquely burden—any particular one,

*  We will pursue the worthy universal service goals of ubiquity and affordability as
new networks are deployed, but will challenge ourselves to do so in creative ways.

»  We will redirect our focus onto innovation and investment. The conditions for
experimentation and change and the flow of money to support new ventures have
often been misunderstood or neglected. If the infrastructure is never invented, is
never deployed, or lacks economic viability we will not see even a glimmer of the
bright future we envision.

= We will harness competition and market forces to drive effictent change and resist the
temptation, as regulators, to meld markets in our image or the image of any particular
industry player.

»  We will rationalize and harmonize regulations across industry segments wherever we
can and wherever the statute will allow.

»  We will validate regulations that constrain market activity that are necessary to
protect consumers, or we will eliminate them.

=  We will be skeptical of regulatory intervention absent evidence of persistent trends or
clear abuse, but we will be vigilant in monitoring the evolution of these nascent
markets.
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»  We will shift from constantly expanding the bevy of permissive regulations to strong
and effective enforcement of truly necessary ones. We will need Congress' help to
put real teeth into our enforcement efforts.

2. Operations and Management
All the vision in the world is useless if you do not build and manage an institution that

can execute it. We intend to actively manage the agency. Indecision and avoidance are not
legitimate policies and, thus, we will strive to reduce backlogs and put systems in place that will
prevent them from returning. Managers will be measured, in part, on this basis.

The Commission will develop an annual strategic planning process that will be integrated
with the federal budget cycle and the review of our performance as an institution and as
individuals. We are working to establish uniform measures of productivity across the agency to
facilitate this activity.

The Commission is developing a set of internal procedures that will allow it to function
more smoothly. These procedures will cover subjects such as Commission deliberation, voting
procedures and internal document security.

The Commission should continue to modernize its information technology infrastructure
to ensure productivity gains. We must strive to be a virtual agency—one in which someone in
Connecticut is able to access us as easily and readily as someone on Connecticut Avenue. We
are working to make this goal a reality through increased electronic access capability. We are
engaged in a time-consuming and expensive project, but one that is critical to our ability to
remain relevant in this new millennium. We must continue with due speed to use the advances
of technology to our advantage.

We have 18 major information technology systems that incorporate electronic filing or
offer public access to data. The industry can file most license requests, equipment
authorizations, and comments electronically. Seventy-two percent of our services have
electronic filing capability, but I want to do better. We administered well over three million
licenses last year, so it is critical that we are efficient in this area. It is also important that
citizens all over America have the ability to contact us easily and from anywhere. Currently,
they are able to do so electronically, by phone or the old fashioned way—by letter. Last year, we
received well over one million inquiries from consumers. The public must be an active voice in
the communications transformation, for they are the ultimate beneficiaries of the abundant
choices resulting from full and fierce competition.

We are also overlaying this virtual agency concept to the benefit of FCC staff through an
expansive telecommuting program, which is open to all eligible employees. Virtually 100
percent of the Commission's employees are eligible for the telecommuting program.
Approximately 400 of our eligible employees, about 20 percent, have chosen to telecommute on
either a regular or ad hoc basis. Fewer than one percent of those who wanted to telecommute
have been turned down based on the Commission's criteria.




3 Technical and Economic Expertise

The communications revolution is being driven by advances in technology. The
Commission must have a strong fluency in technology. We cannot depend on those we regulate
for on-the-job tutorials while we make decisions. This situation is grave. Over the last six years,
our engineering staff has decreased by more than 20 percent. Within the next four years, 40
percent of our engineering staff will be eligible to retire. Conversely, we are not replenishing the
coffers at the other end by bringing in new employees. We, like other governmental departments
and agencies, are competing for this talent in a tight labor market and are challenged to convince
talent to enter government service. This has been most apparent trying to recruit entry level
engineers at the GS-5 and GS-7 levels.

To address this situation the Commission is developing an agency-wide "Excellence in
Engineering” program. We will examine creative ways to gain greater personnel and pay
flexibility to attract technical talent. Increased salaried alone, however, will not do the trick, nor
is it the sole motivator for anyone entering government service. We will look at ways to ensure
technical workers are able to continue to develop in their field, through strong training and
development programs and job rotation. Qur laboratory facilities in Columbia, Maryland, need
to be upgraded to provide engineers with the tools to engage in critical and challenging work.
Improvement in this area will be difficult to achieve, but we consider it imperative to our efforts
to improve our workforce.

It also 1s vital that we train our non-engineering staff in the areas of engineering and
advanced technology. We already have begun to develop an FCC "university” of sorts using our
own staff and guest lecturers, and taking advantage of various programs currently available
through the government and local academic institutions. We can use this Washington, D.C.
location to our advantage and tap into industry and academia. We can use local scholars and
have them participate in an educational curriculum, to provide lectures, to provide classroom
instruction, to provide counsel and advice. We need to take better advantage of our access to
talent and knowledge.

1 am putting similar emphasis on economics and market analysis. These tools are
essential to our agency's mission. We have the opportunity to take advantage of both internal
resources, visiting experts, and outside educational programs to help not only our economists
improve their skills but to help all the FCC's employees understand better the impact of our rules
on technological innovations, and competitive markets.

4, Restructuring
In addition to examining our systems and procedures, we need to look at the

organizational structure of the agency. Communications policy has been written in carefully
confined buckets premised on certain types of technology. The FCC's organizational structure
largely mirrors that premise. But the convergence of technology tears down those traditional
distinctions and makes it evermore difficult to apply those labels to modem communications
providers. In the same way, it makes it more important than ever for us to examine whether
those organizational buckets still hold water.




About a year ago, we began breaking down the technology-based divisions with the
creation of the Enforcement Bureau and the Consumer Information Bureau. With those
reorganizations, we created two bureaus aligned along functional responsibility. We created the
Enforcement Bureau to improve the effectiveness of our enforcement activities in an increasingly
competitive and converging market. We created the Consumer Information Bureau to enhance
consumers' ability to obtain quick, clear and consistent information about communications
regulations and programs. These changes have proven to be quite beneficial. As the industry
moves toward fuller competition, the missions of these bureaus become even more critical. For
consumers to take full advantage of the choices that competition brings, it 15 important that they
have access to information that aflows them to make an informed choice. Their ability to easily
and quickly convey to us instances where the markets are not providing useful information to
consumers in a particular circumstance or with a particular business is our early warning system
for market failure or malfeasance on the part of industry players. While the consolidation of
these functions is almost complete, there are some additional functions that are transferable into
or out of those two burcaus.

We have undertaken a structural reorganization project that builds on some of the initial
efforts of my predecessor, Chairman William E. Kennard. Our efforts will be guided by a few
key objectives: (1) a functional organization designed along market lines, rather than technical
ones; (2) a flatter substantive bureau structure; and (3) greater consolidation of key support
functions.

Our program will proceed in phases. We have begun by systematically taking account of
the agency's activities and functions to see what is working well and what is not. From that
review we will produce a Phase I, short term, restructuring plan and a Phase II, longer range
plan. The Phase IT plan will consider what wholesale change is necessary and whether it is
timely to move away even more from technology-based buckets. The question has been asked
whether the Commission should be aligned along functional lines—e.g., enforcement, consumer
information, spectrum management, licensing and competition—given increased convergence in
the industry. This question deserves to be asked and answered. But first, we must seek
additional and substantial information, and be completely satisfied that it is the right thing to do,
before we move to rearrange substantially the organizational structure of the agency.

My goal is to improve the agency on all these fronts. An informed decision, however, is
better than one based merely on supposition. I intend to seek the opinions and thoughts from a
wide range of participants as we proceed down the path of reform. First, I look forward to
working closely with this Subcommittee and other Members of Congress and their staffs.
Second, I intend to hold forums to allow those that do business before us let us know how we can
improve our processes and procedures. Third, I want to hear from the Commission's employees.
They often know best how we should change and what tools they need to do their jobs. I want to
gather opinions and ideas, but be swift to make changes. It is our goal to fully complete many of
these changes this year.

[ will be turning to you for assistance. With regard to the organizational restructuring
that is likely to be necessary, I hope you will concur in those changes. Most critically, I look to
Congress to support the Commission's budgetary needs and objectives. Please keep in mind that
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we are largely a fee-based agency, where those who come before us pay for the services we
render in the form of licensing and regulatory fees. We need to have the staff and other
resources to provide those services efficiently, knowledgeably and decisively. Finally, I will
look to this Subcommittee and Congress to help us expand our authority where necessary to
bring about competition and to more effectively enforce our rules. For example, the authority
given to us in Section 10 of the Communications Act to forbear from regulating when certain
conditions are present has been quite helpful. I would like to be able to use that ability even
more and would welcome the opportunity to work with you to explore whether that is feasible.
Additionally, we need tougher penalties and longer statute of limitation periods if enforcement is
to be more effective.

Conclusion

I cannot predict the future, nor can anyone else at the Commission. When faced with
future challenges that are uncertain, the best approach is to build a first-class operation, with top
talent, that is trained and disciplined enough to adapt quickly to new and changing situations. No
army, for example, can know in advance what it will find when it engages on the battlefield. The
fog and terror of war never afford the luxury of predictability. The key fo success is to have a
force that is well-trained in tactics, strategy and the weapons it will need. A force that is
disciplined and able to adjust quickly and adapt to fluid conditions—threats and opportunities
both will present themselves through the haze. I hope to build, along with my colleagues and the
outstanding FCC staff, just such a unit—one well suited to an uncertain future.

Thank you. I would be happy to answer any questions this Subcommittee may have.
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TELECOM DEREGULATION, BROADBAND DEPLOYMENT
AND ECONONMIC GROWTH
by Representative Blily Taurin'

The meitdown In the Infermation Technolegy (YT kector fs Of gravs CONORT) a8 WE
ook forward 1o next year ang the poasiblity of continuing this amazing economy and
strangthening i 23 we snter @ néw agministration. There are two arsas \hat are going 1o
meke & huge diferanca in whether we can snfgrge upon the strength of this economie
expansion or whether we st the fage of & resl downtuen in the soonormy.

The first of the twa dreps cOnCRIAE whether Wa have 1he cOUMEGe, Bl QUICKlY A%
possiile In the next Congress. to anact real deregulation ws contémplaied by the
Teleoommunicalions Act of 1955, This areg includes the tapic of reform of the FCC, The
sucond aree concerns whather wi are preparad o smbark Vpen a very sorous effort mt
rafarming the energy palicy lews of cur country. Whatyau see in Calitomia oday, and whit
we'te beginning ta see in natural gas prices, ROt anly in $honspes that have doveloped in
spiot markets, but algg in thrests of brmwnsuts anc blackouts, has o remandous atfect

upen the IT market.

It was none other than Jobn Chambers, president and CEC of Cinco Systems, whe
explained 0 me thal the dol.com marketplace is more enetgy-dependent than the old
Brick-nnd-morar markelplace. He asked & 5impie question aione of cur hearnngs: Did any
of us know how mueh snergy 2 Simphe laptop computer eonsumed o a dally basis? What
was it shers of the energy grid? Nore of us had en answer, He had one, af eawrse. The
answer was that 2 128109 compuler guhgumes ks much erergy on & Yelly basis BE the mort
eneng yconauming itsm in your househoid, your reffijeratyr, Tha doboom and IT seclors of
SUT ESONOMY BT BCtually Bnergy puzziers. *

A growing dependence on forelgn sources for cur bayic energy needs should el us
that we have an ensngy erisis looming that will diractly ang saciausly inipact what we hava
glready, & "melidown® In the 1T secwr, If wt're golng 4o rebulld the 1T sector with compatant
and courageous derkguialion, we 8ra Qoing 1o have 10 complement [t with actess 1
affordable enargy. Hoence, we nesd 2 promat rewrite of nation sl snengy palicy,

* This waper & sdppiad fom remasls gelivered by Reprpseniaiivn V.2, (Billy) Tautin (M-Laj, ot &
Fragiess & Frevdeom Feundaticn conferancg on “Communicatiars Osrvgulwtion sne FEE Refonm:
Finishing e JER." hedd 2n Dacember B, 2008 In Washington, DC, W Teugin i Chiman ¢f Sy Houss
Committias on Energy and Sommerce,
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We zre intenl on making this new Congress one that vl give read maaning to the
deragListory sirans of the 1998 Telkgom Act inthat regard, 1 wart 1o sddress & lopie thal
is dear to my heart, FCC reform,

The FGC, with it gurrent strusture and missicn, ls sn anachronlsm built stoung the
6id IS0 model of the jast century. (i 1s defined, run, rganizsd, and posturad raund tha
supwrregiiatary models of the 18308, if wa in Congress have s muee cupe 1t is that in 1808
wa Iailpd then to 30 what we should have domm: Rewrhe the FCC Into 8 pro-compeiitive
model, buit sreund the repllBes of tha. converging and merging marketpiace of the
information Age upen which we have embarked.

tigg of Co in and € itive B

i§ i¥ nol anough W sey that the FGT is strustured badiy, That is abvious, Yau have
only 12 look gt Ita bureaus to 2o thatihase disnct bureaus were built around an age when
communications secliiting end sandcss were moncpokes, providing dislingt funclionsl
servicEs In distingt geographical araas, That sUucture coesnt i oday's marketplace, whan
manapolies are falling, end competition is developirg, and functioral distinctiens betwasn
the different dailvary sysiems am becoming fese and less reigvant, Why should we have
Hifferent vegulation for broadband dallvery tn & saleille, w8 cpposed io & cabls, ue
oppesad to 8 telephene DSL (ine, as opposed to & wirdless delivery temeatrisi aystem, Ifit's
all the same product 1ha i dgllveced 1o the consumer? Why shouid we regulsls them
ditferantly, whun, locking 1o tha Riture, those SRIVIGEE #1é Common and camprtive?

That question ramains unanawared. Pert of the snewer is that we ac¢ living ln 8
trensition periad, when fefephana servicas are stil reguinted in the siate and federsl
system &3 common carflage. We five In 3 transilion when the tradifional 1alzphone
services 8re fas) coilBing with new dtage-three genpration Intemet gervices, end wireleas
services, gnd cable sanvipes thal, over Iime, wii provide 38 much voite as sny isiephons
syatgm formeny provided.

It is the transition period (19t RS caused oy bie because it has beers managad by
an ageney with & 19308 struciure and mentality, Revising the xtructure of the FCG is not
e most difisuit ehalienge. A new FCS chairmen commitled o ravising tha striucture could
do Rwithout legisiation, A new chalrman could emnbark Upgnreorgenization within the FUC.
This re2! chailsnge wil be in redefining tha way iha FCC apermias, the way in which Lelher
proprotes cersgulation or continuss 1o embrecs misro-mamagaemant of e merkelpliace,

'm g dereguiaor, The reason | came 1o Wazhington wes to {scilitate demsgulitian. {
come from ar snergy state, and when [ firgt cama o Washingion in 1360, the genesis of
my interest in Washington wes ths fact that Recresentetive John Dingsd (02-MI) was writing
nalicy to reguiEie the mest impanant industriss In my siss, And, generally, & regulate
them In 2 way that impsciad negatively on empleymant. jobs, and esonamic opposiunity, ]
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came I undo that, a6d We wsgad Eome arermous battes in those tarly B0, Atlong With

former Rapresentative Tom Tauke (R-14), | fought in thet same period to dereguiale
broadeasiers and transporiation industries. in1act, ovarihoke yeers we bagan the Process
of dereguisting the telecorm secher,

] undersiznd that in 8 ansition pessd and in some marketpleces whers, in faet,
{hara is no compeatiiive cholae for condumers, regulalions SOMEIMAE are Nebes SATY, And,
reguiations certainly are necessary in the arees of congumer pratection and heaith end

safely.

But reguiations oughtto be falrly and equaly spplied. If the FCC, for exemple, wanis
to regulate servics providers undar terms and conditions that the FCC determinas to be it
the public Interast, it should propose a regulaton. Let's debate it enct then decids yes or
no. I "vee", ihen spply the reguiztion o the range of similarly-skusted competilons,

tE Sublectiv gt

But in the last eight years the FLT and meny ke-minded agencias hdve erbaried
upbn & new &nd mare pernicious farm of regulation. The FCC, for sxample, has used the
procass 10 conzickering appiiotions for licnse renswals and cense iransfers associated
with mergers e implamen! & Torm of personglized, subjsctive mguiation. which borders
upon uncenstiiutionality, What she FGQ has gxid is that if you hapgen (v heve bafors usan
epplication for llcente renbwal or 3 transfer associsted wih a merget, orfor whatevar reliet
of any kind, you're In our room. Wa don't have any legisietve timelable in which 1o a¢t on
your application. You'ra mot coming cut of that room untl! you egres to the conditions that
w2 want it Impose wpon your pErfisulsr appilcption in this smerging, compelitve
maArkelpece.

Now, whai could be more wrong than for 8 gavemment agency lo ragulale #ingla
CCMPRNigE In 8 compeiltive markgipiace in o ditferential way? And to accomplieh this by
requiring them o accapt regulations “voluntarily”. Once the applicants have accepted
congilions “wolurtaxity” they Bre sstopped from camplaining In court that Iney've besn
reguiatad improperly. The court aays, "bul you acceplec i, you vwolumiarily agreed in thesq
ZE condltiens, EBC.” To whatever conditiens, ADL-Tims Warnar, you're poing 1o sooapt
BN your own business mocsl bafsre you po out of this [tle, dark room where we've been
Bl with you. 80, you can'l cemplain [r sourt. Yeu valunianly accepied "peecnalized”
reguiation. As pemicicus 28 this subjectve new ferm of reguiation is, it's doubly 5o
becauss it denies the pariies wrongea the ability 10 9o to coutt tamake their cage that they
hwch‘ besn wrongsd ang they sre sntitled 1o some judiclal tegreas, Yye have gotic address
this.

iast year, Reprosentative Richard Gurr (ReNC) wnd Repnesentstive Charies
Plckaring (R-MS) put togather & bill Aimed 8} sddresaing the FCC'o merger procass, | hope
net only lo sezomplish that initial reform, butto Uge tas 3 mogel for other spencies Lnaer
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the jurigdiction of the Cammerce Committer, What the bilt says simply i thel when
applicarits come befere the FCC forw lieense tenwwal ot marger approval (he agancy hua
A cartain period of time in which o decide the casg. | think we have 20 dsys In the bil. At
the gnd of that $0-0ay period, the FCG must rendar e vardict of relial or nowelief, SR snys
“ng™ il muat give written reasons that are judicially appealabe. And, ! It says "yes®, R s
farbiddan o conditidn Epprovel upon any ‘voluntery” conditions agress upun by the
applicant. That's & pretty simple and siraightforward proposition, but it goes ta the hoart of
what haz basn wrang with the way In which the FCC has maraged {hie sntirg area of
mArgel HoviEw,

FOQ a3 w Taning Ab

Sacondly, the FCO has, o you know, been ambiarked on ity ewn agends. Whea you
jook at Ite charter, you see that its an indapendent egency of guvemment, subjet 10
Cungresa. I'va ofien said, if you looked &t FCO Chaieman Williem Kennatd's wak: sits, thay
isf DUt the words: “"subject 1o Congress.” But the Commigsion hes acted a5 8 truly
independent function of government, Withou! tegard to Congrassional intent, oversight, or
will, Toe often, the Commicsion hag et about on its own personalized agenda, whether s
low puwer radio, orrestrictions on adverieing, or sven stiempte o getinte the wuickeand of
defining campaign financs reform by defining rights to free iime on broadcs eting.

Thst privsle sgends of the FCT extanded sveniually inlo 2 neal bluring of the line
betvaan legielative, judicial, and exsculivi autharity, When ihe FCC geve vathe E-Rale,
a massve fx uptn Islephane consyurners te sarry dul & Building program i the edueation
and haspitel Br1¢ fibtary areas of cur country, there was a blurring of i kinds of lines that
aur founding fsthers sitempted to draw it oUr Desic Siructure of Jevernmant, Here, the
FCC Is passing taxes; clrecting corporationg ip apemd menky wihowt Congressiuna)
cvatalght and review, of sppropristion; and, in 141, exacidivaly fesiding whe gets &nd who
dossn't get tne Denefit of thade dollars 1N & way that ! believs offercethe basic structure of
our gavemment

Parern b NErass

That sort of acthily by tha FCC has 12 stap, In referming the FOC, we mus! defing
the mission of the FCC 52 jihal it aperales within paramelets defined by Corgress. We sng
poirg Lo heve to tackle the thormy Meve of whether or not we continue 10 Iat the FCC do
anylhing il wants under (ha puise of eparEling In the "publie Intemset, chnvenience, and
necasaity.” TARts & pratly lough chaliange. How do we radefing the suthorlty and mitston
of The FCL 5o thet It san accomplish I3 veory uselul and imptetent work in spectum
management and in meking cura thal compatition is fostsred in the telessmmunigations
;:;?utnhu. while at the sama {im# not restricting the wgenoy so much that it can'i do i
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To that end, Rapresentetiva Payl Glimore (R-OH) and | haws fed s bill proposing &
tiue Hhbon commission ko work with QAD and previde recemmendations not only ob
rastrusturing, but on remissioning, the FCC, A central guestion in tarms of mdefining the
FCCOs mission & centraf guestion 5 What shoulg the agency be daing In 1hie more
compelitve metketpiaca? What should be ks central missian? i you look gt the ok
misvion, § was a regulstory missisn, It was definad as such because we were faced with
menopaties, and we were facsd with 1he need for contumars ta be protected from the

abuses ¢f those moncpelies,

Now that wa pre moving mone repicly To open mBrkeipiaces, ahd merged and
converged systems, what is the role of the FCC? How do wi rededing that role in & way
inet gives it guidance in whamever patameters we seltor i 1o aet? How do we do ftn a vay
that wa ass\ra that it will continug 10 be an agency that, in fact, witl $oster and, hopelully,
influence the continued sxpansion of competitive cholces for American consumers and 8
rebyilding of tha IT marketplace this year ard inte the futung,

Broadbapg Services

Wa mre about 1o enter 8 new wortd of broodband servicee, As wa ente? thet werld,
all the promises of merged and converged services in B package far Americans tochocas
from will be reelizad. Choices of delivery yFiems, whather wirghass or wirad, satallites or
terrmstral wil become more &nd more Availabie 1 AMericEn CoONAUMEBTS. (n That warls,
we'rs beginning % ses the colision batwean the old reguialary struclure and the
unrepUialed cormputer and internst wolld, As thay collice, we'te beginming 10 6ee some of
the barttle lines Crawn.

I 1he ACL-Time Warne! merge; distussions, the ppen-eccess question (M mes the
beginnmg of thel tebans. The cpen-eccesy Question is, essentiglly, & question of whether
ot not the new cothmunicgtions sTructures, bullt on broatband delivery syswems. will ba
aubiest to eny of the Gontent qonirs! regiilBuons and the prioe contral, cuo-nestion,
niercornecton, and injereperabiity regulations that heve delfined the old warld of
telsnhone services, The apen acceas question |s just the bepinning of that Sebaie. Evt the
menner jiv which we seiibs it jrs tha nexs 2w years wil detine 2 future inwhich tha Intemat
sendcex built on this brongband piatform alther will be free from the okl telephone world
réguiations or will Inherit them.

Irs my hope that this naw administretion under new leadsrship will ivad vg (0 the
dirsction whers, eveniugsiy, we can have ynfattered Sihd frow Sompatitian In brosdtend,
wilh coneumarg chacsing lrorm @ wide variety niol orly of servlees, by of delhvary pistforms,

¥ we don't bulld very guieKly upon the '35 Act, and complein the deragulation i
snvisioned Bs quickly a6 poasible, we will contnus (o see melldown in the IT sectar. Ang
we Wil begin 10 sam new cong reasiznal Interest In regulating price, lamns, conditions, and
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" gontent of dellvery in tha haw brmﬁbm;l\aemus Brens. We aught lo tue that day, We
cught to be deeply concermad that it will be upm%rﬂt'y::&n ff wiy o't At very guitidy,

Eo, the r.hulla:&agu thatl we facs naxt year (3 vfold. One, ta compietn the
deregulation of the '35 Act Bnd to protect s much a8 PosEibie the strringe of fres
cormpatitive choice (N this marketplace. Twd, 16 1efarm the FCC & if i sclively essocisied
with that new directinn, rather than a directlon looking o furn the olotk beck to 1830 and
re-reguiate i minuie vetall the provision of communications and slectrenkc services for the
Amerinen publls. .

The Ehaflenas Ahaad ‘:

That is a huge cheliehge, and | will again welcore and invits the help of The
Frogress & Freedorn Foundation and sthers.  We are prépsred to 00 20me very exciling
things. How we corne oul of Tt al will be temparad by tha facd that the Senabs is 50 Svenly
divideg. What we do 5 going 1@ have 1o mest with bropd bleattisen suppon ant
cogp aration, [1 means thal many of the proposdis wa make are probebly golng o have to
be compremlsed in ways that ) would prefer not 1o have 1o Sommomise,

Byt it mapns el we s7e going lo be prepered 1o take the steps we need 1o restore
tha IT secior, to builld batk the prograse 1owarg ceregulation, and 10 glve this country an
FCC that tyly refiects the Intent and purposes of the '86 Act, An FCC that is warking day
ang Right not © reguiate, but o gemgulats, and \o cresie new &nd Denter forms of
compalitive services {or the American public,
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Cable Giants Block Rival Ads In Battle for Internet Customers

By SETH SCHIESEL

As the battle to provide high-speed Internet service heats up, the cable television giants are increasingly
using a defensive tactic: refusing to sell advertising time to phone companies to promote ID.S.L., an
advanced telephone network technology that competes with cable modems.

From big markets like New York City, where Time Warner Cable has refused D.S.L. advertisements by
the telephone company, Verizon Communications, to small towns like Newtown, Conn., cable
companies are saying "thanks, but no thanks" as phone companies try to buy local advertising time to
promote their high-speed service. D.S.L. -- or digital subscriber line service -- can deliver torrents of
Internet data over normal phone lines.

No laws or regulations appear to bar cable companies from blocking advertisements from competitors.
But combined with the cable carriers' strong market power, the advertising bans are raising concerns
from some consumer advocates.

While magazines, newspapers and other media outlets routinely decline to sell advertising space to
competitors, magazines and newspapers do not generally operate under government-granted franchises.
As a result of those franchise privileges, most of the nation's households have only one choice for a
cable television provider.

"This is blatantly anti-competitive behavior from companies that have been given preferential treatment
by policy makers," said Gene Kimmelman, co-director of the Washington office of Consumers Union.
"They have been given the right to control virtually all content on their cable systems, and they're
misusing that power in an effort to undermine competition for new high-speed Internet services.”

The telephone companies say that local cable advertising, from the standpoint of price and the audience
reached, could be one of the most effective ways to promote D.S.L. to the relatively young, technically
adept and affluent consumers most likely to sign up for high-speed Internet access. Viewers of ESPN's
sports programming might be hot prospects, for example -- but only local market by local market.
Verizon sells D.S.L. service only in scattered areas around the country, and so may want to take out ads
on ESPN on the local cable systems in markets where it offers D.S.L. -- not on the national ESPN
network itself.

Local television broadcast stations provide a possible alternative, especially since broadcast stations
have no competitive reasons to refuse the D.S.L. ads. But broadcast ads tend to reach a more diffuse
mass audience with potentially less appeal to the D.S.L. marketers.
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"If you look at the 18-to-25-year-old segment, they are not spending a lot of time watching the major
broadcast networks," said Jason B. Few, vice president for marketing for the Internet operation at SBC
Communications Inc., one of the nation's largest telephone companies. "They have found other
entertainment that they like on cable and that is an advertising medium that has been largely foreclosed
to us."

Mr. Kimmelman of Consumers Union said his group intended to ask the Federal Trade Commission to
investigate the issue soon. The F.T.C. declined to comment.

Although the market for residential high-speed Internet connections remains in its infancy, cable
modems alrecady hold a better than two-to-one lead over D.S.L. At the end of March, about 4.7 million
homes used cable modems, compared with 2.2 million households with D.S.L. lines, according to the
Yankee Group, a research and consulting firm in Boston. Fewer than 100,000 homes received high-
speed, or broadband, connections from satellite providers.

The communications industry is always complicated, and there are many reasons cable modems have
emerged as the most popular choice for broadband Internet service. Among them are the fact that cable
modems are often faster and more reliable than D.S.L. and that cable companies took an early lead in
deploying the equipment required to deliver Internet data at high speeds.

But as the big phone companies try to catch up, some of them are finding it more difficult to reach
consumers than they may have expected.

"We've been forbidden, if you will, from being able to advertise D.S.L. on the cable networks as a
competitive service to cable modems," said Mr. Few of SBC Communications, the company that so far
has been most vocal on the issue. SBC is the local phone giant that does business in various parts of the
country as Ameritech, Pacific Bell and Southwestern Bell.

SBC says that in the Southern California corridor between Los Angeles and San Diego, the company's
D.S.L. advertisements have been refused by Cox Cable, Daniels Cablevision and Time Warner Cable.
In Texas, SBC says the advertisements have been refused by Time Warner in Austin, Houston and San
Antonio, where SBC is based. And besides being turned down by Charter Communications in
Newtown, SBC, which owns Southern New England Telecommunications, has been refused by
Comcast in Danbury, Conn.

And SBC says that on Tuesday, AT&T informed the company that it would not accept any D.S.L.
advertisements in Chicago -- although AT&T has subsequently indicated that it might change its
position, an SBC spokesman said. AT&T, the nation's largest cable company and long-distance carrier,
has relatively small local telephone operations.

Verizon, the phone giant operating primarily in the Northeast but in many other parts of the country,
too, said that in addition to Time Warner's refusal to run Verizon's D.S.L. advertisements in New York
City, Comcast had refused such advertisements in Philadelphia, New Jersey and the Washington arca. A
Verizon spokesman did note that Comcast cable systems in Baltimore had accepted the advertisements
and that AT&T had accepted them in Dallas,

The cable companies defend their decisions.

"We don't have any formal wrilten company policy that says we won't accept D.S.L. advertising," said
Amy Cohn, a spokeswoman for Cox, which had almost 600,000 cable modem subscribers at the end of
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March. "But typically, we do not accept D.S.L. advertising because it i1s within our right to decide what
advertising to carry on our cable networks."

A spokeswoman for Comcast declined to comment.

Lynn Yaeger, a spokeswoman for AOL Time Warner's cable operation, said, "the decision to accept or
reject any request for advertising is made market by market for our company." A spokesman for
AT&T's cable operation, the nation's biggest, also said that such decisions were made by local
managers.

Anita Lamont, a spokeswoman for Charter Communications, the large cable operator based in St.
Louis, said: "Charter doesn't have a formal corporate policy but in the case of the Newtown system,
they felt very strongly, and were supported, in saying that this is the most direct competition to one of
their core products and it would be cutting off their nose to spite their face to run it. So they chose not
to."

BellSouth, the big local phone company in the Southeast, has not tried to advertise D.S.L. over local
cable systems, according to a spokesman, instead preferring direct-mail solicitations and telemarketing.

A spokesman for Qwest Communications, the fourth of the big local phone carriers, said that Cox had
refused D.S.L. advertisements in Phoenix but that AT&T allowed them in Denver, where Qwest is
based.

For Dan Novak, vice president for programming and communications for Cox's San Diego operation, it
is a matter of principle: "We routinely have taken the position of not taking advertising from our direct
competitors. It's within our First Amendment rights. There are lots of other media outlets where they
can advertise."

Organizations mentioned in this article:
Time Warner Cable; Verizon Communications

Related Terms:
Computers and the Internet; Telephones and Telecommunications; Advertising; Consumer Protection

You may print this article now, or save it on your computer for future reference. Instructions for saving
this article on your computer are also available.

Copyright 2001 The New York Times Company
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COMCAST PRESIDENT BRIAN L. ROBERTS ADDRESSES ECONOMIC CLUB OF
WASHINGTON

Print this Press Release

Wednesday, January 24, 2001

Washington, D.C - In an evening address to the Economic Club of Washington, DD.C., Comcast
Corporation President Brian L. Roberts shared his vision of the continuing evolution of broadband
communications and called on federal policy makers to “stay the course for success — stay focused on
removing barriers to true, facilities-based competition and reducing regulation of competitors.”

Roberts pointed to Comcast’s leadership role in introducing digital cable and Comcast@Home high-
speed Internet service. Comcast completed the year 2000 with over 1.35 million digital customers and
over 400,000 cable Internet customers, in excess of company goals. With the completion of a series of
recent acquisitions, Comcast is the cable provider for about 80 percent of homes in the Washington TV
market.

“We are new to the Washington area,” Roberts said, “and we are committed to bring a new level of
service and satisfaction to cable customers in this region.”

Roberts highlighted Comcast’s investments in next-generation cable systems in greater Washington,
totaling in excess of $250 million. He demonstrated new services that customers can expect as a result of
these upgrades, including digital cable with nearly 250 channels of crystal-clear pictures; the
Comcast@Home high-speed Internet service; video-on-demand, which the company will begin to
deploy in select markets during 2001; and other products.

Roberts attributed the recent growth and success of Comcast and the cable industry to the bipartisan
1996 Telecommunications Act. The Act established a federal policy of removing barriers to competition
accompanied by deregulation of increasingly competitive markets. “This policy has really worked,
especially in the video and broadband markets,” Roberts said.

However, Roberts pointed to disturbing signs that there will be efforts to undercut these successful
policies. “We are hearing more and more talk of ‘regulatory parity’ from some quarters,” Roberts said.
“What we should be talking about is ‘deregulatory parity.

“The right approach is to find ways to deregulate established players, like the telephone companies, as
they invest in new competitive markets like broadband, being careful not to do so in ways that entrench
their dominance in local telephone service,” Roberts said.

“The wrong approach is to ‘level the playing field’ by forcing new competitors like cable, satellite and
wireless into regulatory modes designed for old-style monopolies. This would be certain to stifle
competition and investment by cable and others, and will only help those who really don’t want to invest
and compete.”

Roberts promised that Comcast would be “a good and active corporate citizen™ in the Washington area.
He pointed to the company’s commitment to high-quality local video programming and its many

initiatives to use cable technology to improve education and opportunity for young people.

Roberts noted that Comcast has already provided free high-speed cable Internet connections to over
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1,000 schools and libraries, and will ultimately wire 750 more in the Washington area. He also
announced Comcast’s commitment to train teachers in effective classroom use of the Internet — “one of
the greatest needs that we have identified” — and said that over 1,000 teachers had already signed up for
training in Montgomery County alone.

Roberts said that Comcast is “proud to be your local cable company. We are energized by the challenge
of making cable in this area the best anywhere. We are pleased to be your corporate neighbor and
colleague. And, as our company credo says, we hope to be the company that you will turn to first to
connect with what’s important in your life.”

About Comecast:

Comcast Corporation (www.comcast.com) is principally involved in the development, management and
operation of broadband cable networks, and in the provision of electronic commerce and programming
content. Comcast Cable is the third largest cable company in the United States and, incorporating
pending cable transactions, will serve more than 8.4 million subscribers. Comcast's commerce and
content businesses include majority ownership of QVC, Comcast-Spectacor, Comcast SportsNet, and
The Golf Channel, a controlling interest in E! Entertainment Television, and other programming
investments. Comcast's Class A Special and Class A Common Stock are traded on The Nasdag Stock
Market under the symbols CMCSK and CMCSA, respectively.

Print this Press Release
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CAUTIONARY NOTE RBOUT FORWARD-LOOFING STATBMENTZ

All stateneats ¢entained herein that are nat atataments of historical fact
conebitute “Forward-todking Stabsmenkst within ths meaning of Sectlon 27A of the
Sacuritles Act of 1933, ag amended |(Securities Act), and Jection 21E of the
saourities Bxchange Act of 1334, as zmamdad {(Bxchange Rec).  Such Eoxrward-
locking statemante involve known awd unkncwn risks, uncerctainties and other
factors that could cause our actual reauvlts to differ mebterially Erom historical
rasults or from any future results expressesd or implised by such forward-locking
statemants. Readsrs ara urged to congider statements that include the terme
nmlieve, ! 'Beliaf, " Yewpeets " ¢plene,” "anticipates," vintende® or the like bo
be uncertain and forwvard-lacking. Parward-looking sratements al®o includs
projections of financial performences, statzments regarding management's plans
and cbjmcbives and statements concerning any az=sumptions relating {0 Lhe
foregoing, For a discuasion of developmente singe December 31, 2000, &
"Deyvelopmanta Since December 31, 2Q00" below,

The fiscal yvears snded Decewbar 31, 1797, L998, 1955 and 2000, and cha fipcal
yaar snding pecembar 31, 200L, are referred to hersin as "199%,.% "1988," *13BS. "
vaippav amd 42pDi, 7 raspactivaly.

BART 1
Ttam 1 - Business

Formed in February 1997, Rhythme NetConnectionz Inc. {che Company) ie a leadiag
provider of broadbend local agcesa communicatlon esrviges. Our sexvices include
a range of high-speed; "alweys on" oonnectiona thakh offer cur customers both
CoBt and pArformance agvantages whan acceasing the Internel or privata natworks.
Wa uos muliipla digital subscribar lina {D5L) technolegiea o provide daca
tranefer rates ranging from La8 kbps te 8.0 Mbpe dalivering data to tha end uesx
and from 120 kbpa te 1.5 Mbpa racelving data from the end ussr.

Our customara include large enterprises, telecommunicabich carriers and thelr
Intarnat garvics provider (ISP} affiliates &nd other ISPs. Ehtorpriga cuotomars
cyplcally purcheese our gexviass indireocly from our telscommundeations carriars
ar &iractly fram us to provide amployses, branch pfficez and other affiliates
with tigh-spasd remote ascass to the entrerprige's local and wide area networks
(LAN or WANY . Telecommnications carrimrs and their IBF affiliakbes typically
purchass our services for resale Eo buainsas and congumer cuptomers. ISFa
typleally purchase ocur aervices (o provide high-gpesd Internat access to thelr
bvainess and comsumer =nd ueers,

Aa of Degamber 31, 24040, wa ocffavad our mesrvices in 60 marketw in the Unitad
Steten (0.5.) xeprepenting 37 of the largeat metropolitan ptatdstical arsas
(MERa). MNa baliava we have ema af the nation's largast DL networks with
apprazimaraly 1, 850 bullt or operational central offlcas (CO8).

In Januvary 2001, wa antounced that, although we intended to maintain a physical
pregance Lo &ll 50 merkets and 1,850 (08, we planned to forue an, and provide
gervices lo, coly our top 40 merkets, representing approximakaly 1,400 COE. We
continua ro review tha number of markets we ore in, Lhe number of CO8 wa
cperate, the aizg= of our work foxoe and our octher selling, general and
adninistrative {SGLA) vomta with a view Lo conssarving cash and enhanging gQur
ability to mchieve future profitsbllity.

Ag ¢f December 31, 2000, we had approximately 67,000 DEL lines 1n gervice.

1



the ILEC has met a "chechliasr” showing that it ia westing the 1538 Act'a
ragairerents in cpening its noatwork 2nd warksta Bo cefpatitian. Thae 1995 het
reguires traditlonal telephone cowpaniesa, smong other thinge, to:

. allaw CLECE Lo lésgs Copper telephane kinss on a line-ky-line bwsis;

. provide €0 epace for the CLECE' DSL And other ayulpment woed to
connect to the leaped copper telephoop lineep

. Lange soceas on thelr C0 fiber backbons te Jink the CLECE! equipmenc,
and

. allaw CLECA Eo vee Ehely opevaticmal support ayesbems Lo place ordard
and zcoceer thaixr databasas.

The FCC, in interprating the 19%6 Act, hse amphapisad the nead Lot sompetition-
Griven lancvation in the deployment of advanced telssommunications gexrvices,
mich ma DSL ssrvices.

Line =haring

Tha FLC mendated "line sharing™ in 3 November 1599 decialsen ThAC beshia
affactive in June 2000. Line sharing, whers avallsble, will ailew us to provide
dur RADSL sarvica on tha sama coppar talephons Linad a8 the ILEC ugen to provide
its wvoloa service. In Jemuaary 2001, the FOC olarified ita mandate, permitting
CLECa to provida linw sharing over Eiber facllicies ond allowing CLECE alap %
lins chaze with voice compatitcors. Some dstailp of implemwntaticm of thiz
mandats may he raconaidarsd by the FCC and both tha original line sheriog
dezision end the clarification are curreantly m judiclal appesl before the D,
Cipsuit. THa dediginnn af Ehe D.C. Ciraeuir o &2 tha U.8, Suprems Court oa
these issuer could materially adverasely affect onr businese and financial
pxospecto.

&stste regulation

Some of our perviaew, partirulsrly those cof Linke and Linka WA, may ba
clapeifind as intrastate secvives subject bo state resulation. ALl of the
scatea whare we operate, oo will operate, reqoire soms dagrea of state
vagulabory acwmingion approvil to provide cpretain intrastite pervices. In mest
arates, intraatate tariffa are alep required far varions inkrastats asrvices,
although we &re not bypically subjedt to price or rate of return reguleticn for
tariffed intraFtate gervices, Acticne by state PUCR could caume ua to incur
subetantial lmsgal and administrative sxpenaes.

tnder the 1996 iot, states have urdertaken or completed ragulatory procesdings
to determine the pricing of unbundled network elementa and sexvices, and the
regulty of thess proceadingas will determine the price we pay for, and whether it
19 epgnemioally sttraotive for we Lo ucs, these ealesments and services.

We are subimatr tn regquiremencs in some atataer to pbtalr prior aporaval for, or
norify the stata cormigeion of, soy tranefers of pontrol, aales of aseets,
corporata racrganizaticme, ispuance® of atock or debt inmtruments and zelated
tranrzebione. Althowoh wa Reldevé such authorizatisng sould ne abtained, there
can ba no assurance that tha state comniseions would grant ue autheority ke
complata any transacticne,

Competicdon

Competition for brosdband assess ssrvicea ia inbtepae. We fome =msmperition from
many compebtitora with migmiEicantly greater financial resourcas; wall-
entablished hransd namas snd largs, aviaeleyg ingtallsd suatemay hasss. MDYeover,
wa mxpact tha lavm)l of compatition to incrsasm in the futura. We sxpect
olgnificant comgpebiticon Erom:




ILECs. All of the ILECS® in our tarxget markete offer DBL smrvices. As a xemsult,
cha ILECR raprapeant our atrongaest compatibion in a1l &f our mavkabs, and we
axpast this aovpatition to intensdfy. The XLECE have well-sptsblished brand
names and reputationg, possesx significant capital and cwn the 898 and coppar
telephone lines. Importankly, they are offeritig Loth Jdigital dacta cexrvicaes snd
their existing volce pervices dver 2 girgla lina Eo achiave a lower cost per
linm per month than wa =an. In eddicien, soms ILECS are modifying their networks
by deplaying Ffihar furtkhar into neighborhoods and plaging DL elestronige in
these naighborhotds. Unlses wa can achlave equivalent access to thmae lovationa
and these servicess, khe ILECS will have a aignificant adwantage to providing DéL
under the new architectara.

Teaditlonal and Hawer IXCa. Many of the leading traditional acd fawex IXDE ars
rapidly expanding thalr networks to include high-opsed, lodal RCCSRR gervices,
and/or arguiring other companiws with high-apeed, local access capabilities,
including cahle modean, They slae have latergcmnection agreaments with the ILECs
and may heve gecured collocacion spacen from which they nave hagun ko offer
competitive NSL services. When combinad with chelr extemsive existing MANs and
WhNs, aad full renge of Internet snd privete natworkiag services, they kre able
to provide thaeir customere with & gomplets broadhand cemmunicacions offer
capeble pf vnice, data and videp soluticme, Escause these conpetltore hate
significantly greater financiel vessurees, mnjoy strong krand zesognibkion and
have larga, axicting HOinesp ANd fanpumaY franchigek, Lhey reprsBsenc
pignificant sompetiedion,

Cable Modem Sarvice Froviders. <able medem aervice providers mnd their cabla
partnars are offering high-apeed Intssnat accese over hybkzid rimar ccaxial sabdle
nstworkd £o consumare and, lncrearingly, bugsinesgen. These pervorks provide
Internst accems services aimilar to our services, and in some cases ak higbex
gpasda. In cartaia ¢saeg Cable maden carvices are priged lower than our
adrvicey partly basauas oporacors ghere tha bandwideih available oo Cheir oxble
natworks smong multiple and umers.

IGFs. 16Fs provida Internst ecresz bo residencial and hueiness customers.
Thess companisn provide such Intesxmet accass, on A dial-up basis, ovar £he
ILECA' oipeuit-gwitchad netwsrke at ISON ppesds (aither &4 kbps or LIE kbpe) or
Balow. Many IEPR alee offer DFL-LAEed actumy usiny their cwn DEL saTvicess, or
DBL serricos offered by the ILECE or other Cdl-baged ¢LECe. Because cexiain
large, national ISPs have madas iavasbmeants in cur competiters eud snterad into
joiot marketing arrangaments pationwide, it ia difficult for us to recruit theae
T8Ps ap customera, and as a rasult, Chay zapresent inporcant comperitors.

&nline Service Providers. Online marvice providers include covpanies that
provide, over the Intermet and/or over proprimbary natworkd, zontent snd
Applications ranging from news and aparta to comsumar vidso conferensing. Thawe
garvices are denigned for broad consimer acosas ovar tslagameninicacions-baesd
transmiapion madia, which enable the provision of digital sexvipes to the
pighificsnt puxber of congumers who hava personal computars with wodema. Many
of these online gervice providsrs have devaloped thair own access netwerks for
maden connestisem, IN thase amlins parvisa providars wers Lo extend theiz
aAd¢ess nacworks o include DSL or other high-spesd service technologies, thay
wonld baccma conpacitors of ours.

CLECE, Ca=rtain pational CLECs offer DSL-badsed roadband accesp gervices ueing =
business strategy simllary to oura. In addition, reqional CLECe offax DBL-bDases
AcCoERE serviceg that oompete with the services we offmr.

Wireless and Batellitsm caca Servica Providers. Wireless snd satellite data
sarvice providers are davaloping wirslsss and satellite-besed Internek and
private potwork conpeoblvity.
frraceglic Investmenta io 2400

Auzing I009, wé, dizdeely or lagirectly, through cna ar mera of our wholly-swned
subsidliaries, made the Following atrategic investmantso:
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. elfactivaly mansge owltipla relaticvships with ouTr custorsrs, suppliars
and otbar thixd parciss,

Wa nay rot ba sble Lo install eperational suppwst dystema or marLagEment
infommation aed tantrol pywtems in an afficisnt and timely sunwsr, and our
current or plamed pesspeaae), eyetams, procedures and oantrole mAy Dak b
adeguRts to sapport SUF futurs speratiena. Faiiure tp manage our Euture gresth
affcckively coold sdverswly sifect the axpanaion gf oux customar baew and
gerviom of feTingm. Any fadlure ta sunccessfully address chess isguas sanld
matezially end Adveranly affsct cur Pusinesa.

our nesA for Additicnal DwAding may rescrict oor Cuturse grovth.. For asdipls,
whils in Saruary 2001, we smmoinosd that, although we dnterded to mRint RS L
phyniaal presance in €0 markets, wa plansad to fo=us am, and provide sarvices
in, only our Eop 4C MArketm, and we camcinue To Teview cha number of narksts wa
are im, the numbsr of (Np ws operaba, the alze of our work force and onr wLhar
SGLA negtp With & wiew fo conserving cash and eahancing our abllity ke =abiava
Fukura proficabllicy.

The telecomuunicetions industry ie undergelng rapid teatmologleal shangs. and
nay technologisqe may bm oupsrlar te che technolooy we use

The relecomnunications industry iz subjesE £ rapld and plgniEiaant )
techoolagiosl anenges, such a9 concinulng developments in DaY twchrelogy and
aliernacive baconologies For prewviding high-spevd data wommunloatiome. We
cannot predist tne gefegh of tachnologloal chaoges on our bwelpsss.  We will
rely in part oo third partisa, inaluding cartalu of cur cempatitors and
potential rompetitorn, fex the déyelopment af and adcsas &e sommunicaticnn wnd
BAtworking technology. Xaw producte and cachmologles thet develop in gur anrkel
mpy be muperic: to andfer render cbeolete tha preduatas sud technologles chat we
currently ues. Our futurs miccess will depand, im pazk, oh our ability ¢t
antiripits and sdapt to techaological changes asnd evolving industry ptaniderds,
We may be unable to cbtaln scceess (o oew tamhnology <m accHPLAnle carmy DE At
all, and we pay be unsbls te adape to new technologiss sed offer eezvices in &
compebitive mannar. Dur joine develspmsnt Froject anud our strabwyis
AFTATgEmEntd May not produce daRful bAchnolegies oF Fervicen for ua. Forther,
new tachnclogiar sad preducts may noc be cowpabible with our tachnologiss and
bupinees plan. £n addirien, many of ctha producta md technologies that we
interd Eo wde in auy network cerviced Are YAlibively new aod GWpEoten and may be
unreliabls. S48 Alpo Competition: I[LECe above

Gur sugueas depeoder on our Tetwnkiom wf coreain hey parnorcial and on the
pezformancs of thosa pezsonnel

fut sueceds depends on Lhe perfermanpe of eur mfficera and key esiployess.
Membesy ©f Qur sanior manegeament team have worked cogecher for coly & shozt
FAriod of Lime. MNe do tot have ey pezeon’ lils LREUWrAncd pOllciwe an &y of
suy employaas nRr do we heve smployfenk AQYsaments for flxed taras wieh any of
aug euployees- Ay of our weplopess, snpeluting any memkezr of cur sanior
ranaqement Lean, WEy tersinate his & her amploymant with um =t any cime,  Qur
future sucress mleo depends Ga our continulng ebdlity to ddsaeify, bire, Lrain
and resain highly aualifiad Eeshmimal, aales, marketing end customer wervice
permonnesl.. Mormowar, tha industry im whith wa compats ha@ * high lavel wf
wployse mobility and aggresalve recrulting of skiiled poxacanal. W& mey ba
unable to centlnue to oy bur key personnel or Lo attrast atd recnin
ualifled permannel in & Future, W heve anterad inke Xetentlon asrangerants
with mwost, but oot all, of our ssnior manngers and other key personmel, Thexs
nam B o agmerance thar thess programe will be successful la zetaining Buch
yendor managera and/or lkay amployewd.

vncertaln Lederal 47d STREE TAX AN ather BUICHATTWE on guy servicas may
increase sur paythent cbligations

Taleceaminicwt Lons providers pay a variacy of surchacges and faes on theiz grome
revapusa From LnLarpeate and antrasbaks services. ‘The ddwiaion of pur garvicas
bebwsan intaratatqy and intrastats serviass is & natter of lntarprabadien: apd ig
:‘_‘l:m forura tHEe FoC or relavant state poomiesicm suthorities ney septest thia
ivinidn.
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In addition, we may wish to salectvely pursus pazaible acquisivons of or investments in businesser,
technologies or producis complementary (o curs in order o expand ouwr grographic presence, broadsn gur
product and service offeringy, und achicve opeuting elliciencies. We may not have sufficient Liquidity, ur we
mey be ungble 10 obain additional debt or &quity findnclng on favorable werms or ar all, in ordec to Anance such
an aequisition or imveskment.

As noted above, we recsived o notice of default and geceleration cleim from & group of our convertible
noteholders who claim that aur restalsment of our unaudited intsdim financial swtements for g praviously
reporied quarter in 2000 is o default under our convertible notes indesture. Thers notehaldeas alsa elain thet
thia defant? cannot be cured and s grounds for accaleration of the entirs ardount owed on their convertible
notes. We have disputed this notice and we believe that the prmbability of this congzntion prevailing, if it iv
litigated, iy remote,

We belizve that our current cagh, cash eculvalenis and shomn-term invesiments will be sufficlent o meex
our anticipated cash neoeds for working capital and capital expenditures into the second quarter of 2002, An
adverss judgment in the securitie litigalion or the notzholder litigation, the granting of the attachment
requested in the notcholder litigation, the continwed detcrioration of the ability of our customers « pay for owr
murvites or ather adverse business, legal, regulatory or legislative developments wonld accelezate the time at
which we would nesed gdditiona! cepital. If necesssry, we will develop a contingency plan fo eddress any
material adversze developments arising i the securities and noteholder litigation. We nlzo recopnize that we will
ba required to raise thiz additiona) capital at times snd in amcunts which are unoertain, sapecially undar the
curent capital market conditions. If we are unsble to zoquire additional capital o are required bo raige it on
teeme thal are lesg satisfactory than we desire, it will have n material adverss effeci on our financial condition,
which could require a restructuring, eale of Houidation of the Company,

Risk Factors

The following 13 8 summary Hst of some of the risk factore relaling to our Compeny, For edditicnal detail
regarding these and other rlek factors, please refer 1o ' Part I hem 1. Businsse—Risk Factors,"’ found in our
Annual Repott on Forrg 10-I, fited with the SEC on May 24, 2001,

* Qur sbility 1o continue ax a "going congern’ iz uncentain

= We face passible delisting from (he NASDAQ Naticnal Matkes, which coukl teaslt in a limited masket '
for our common stock

* Wt have received 3 notice of defanlt from some of the holdere of our convertible nates elating to the
tate Aling of this report on Form 10- @ for the first quarter of 2001

* e have recetved & notiee of defanlt and aeceleration claim from some of our noteholders based on the
#djustments that we made to our unaudited fnancial statements for g previously reponed quarter in
2000

* Qur jevernge is substantlzl sed will iIngreare, making It more ditficult (o respond to chanplng business
conditions

* Holders of our converiible ootes have filed a motion to atach approximately §100 million of the
proceeds Ffrom our convertible noves offeriag

* Our rapid growth cxacorbated weakneszes in our internal contrels, which the Company is currently
sddrecring

* Wo muzt reiee additionel capital under very difficult moutket conditions in order (o continue our growth
and maintain current oparatons

* Our business will suffer in o variety of waye unhezs financial market conditions lrprove

L




The fnangial ungertainty of the DAL Indugiry i covsing us o loke orders

Ouir Failuee 1o panege oot growth effectively may horf oar abilify 10 achleve profitabdlity and posidve
cach flow from our operations

We are depemdent on a limited number of customers for the preponderance of our revenues, and we are
highly dependent on sales theough e rescllcrs

Wi ure 2 party o Utigaton and wdvecse resulo of soch litigetion matters oould negatevely impsct our
finangial eondition and results of operations

We wil} require a significant amount of cash o scrvice owr indebteslness, our ability w penerate cash
depends on many faclors beyond cur contral

We tely upon distributions from our subsidiacies o secvice oy indetwedness and vur indebtedness is
effactively subordinated to the indebtedness of vor pubgidiariss

The price of cur commen sfock may fluctunte significantdy, which may result in losses for investors

Puture salee o issuanca of oue camunon aoek may deprass gue stock price

Anti.takeaver sffects of cartain chartar and bylaw provieions, Delawane law, our indentures, cur
Stockholder Protection Righta Plan end owr change in contro] severance arrangémeity could preveat 8
change in centrol

We niay expirisne decrearing marging on the sale of our services, which may impsir our shility to
achieve profitabilily or positive cash flow

The markera we face are highly compeiltive and we may not be able io compete effectively, cspecially
against catablished indusiry competitors with signifieandly greaker financial resounces

Our business 1g difileull 1o evaluate becanse we heve a limited operating history

We have a hletory of logees and expect lorses in the future

Cur operating resulis are likely oo Quctumte in futurs periods and may fiil to meet sxpaciations of
securities anzlysts and investors

We cannot predict whether we will be successful because our business strategy i largaly unproven

Ouwr services are subject 0 povermnmment vegulation, and chatges in cumedt or future laws or raguletions
and tha methods of anforeing Ve Jaw and regulations could rdversely affect our business

Charges for mibundled network elsments are generally outside af our eonirol bacause they are propored
by the twaditional telephone compeanies and are subject 1o costly regnlatary appravil peocesses
Challenges it obtalning space for our equipment on premises owned by the traditiooal Iocal telephone
compaties hanm our busineag

The Failure of tradittonal telephone companica to adequate]y provide transmission facilities and
provision welephons wires Is Rkaly to ienpait our shility to install linee and adversely affect oor growth
rate

Challenges in obaining the overal! cooperation of the raditional wlephone companias harm aur
busincss

Our bustness will suffe; if our jnterconnection agreoments are aot renawed oy if they are modified on
unfavorable terms

Cur succes depends on our retcation of certpin ey parsonnel, our akility to hire additional personnel
and the maintenance of goad tabor relations

We depend on a limited number of third parties for equiprnent mpply, service and inctallation

21




+ We haya made and may muke acquisitans of complementary techoologics or businesass in the future,
which may disrupf our bosiness and be dilutive to gor existing smckholdess

« The broudband communications ndustry is undergoing rapid technalogical ehanges, and new
techrologies may be superior ta the technology we uee

* A gystern Faflure could delay or intan'ﬁpt SETVICE Mo Dur COSIOMErS
* A breach of network securlty cotld delay or imermupt sstvloe 0 Yur cusiomes

+ Intecference in the traditionat telephone companiey copper plant ¢ould degrade the performance of our
services

* Dut intellectual property protection may be inadequace to protect our proprietary rights

+ We mnst comply with federal and state 1ax and other surcharges op our service, the Jevels of which are
uncertaln

Forward-Looking Stalements

The statameants contained it this Report on Forn 10-Q) thet are nol historical Facts ave *forwand-lookdng
stat=nzents™ (as such term i dafined in Section 274 of the Securities Act amd Section 215 of the Exchange
Act), which can be Jdentified by the uss of forwand-luoking terminclzgy such as “‘estimates,’” ' 'prajecs,”
“anticipates,’’ 'expacts,” “Mmtands,’” *‘believes,'" or the nepative thertof or other variations therson or
comparable terminalegy, or by discussions of sivategy thal involve riske and uncertainties. Examples of such
Forward- Jooking statements includs but are not [imited t;

- expectations regording the extent to which enfarpriss cnsiomens roll omt our pervice,

* capettadons ceganding our relatonships with our straegic partnars;

» cxptrtations a3 o pricing for sur services in the fukure;

= gupectations 63 10 the impact of our earvice offerings on our margine:

= the possibility thet we may obtain cigniflcantly increased salas volomes;

= the impact of our national rdvectisig campaign on brand reeognition and operating msolts:

= plans to make strategic investments and saquisitions and the affact of such invesuments and aoquizitions; -

+ actimates and expactations of foture oporsting resuls, including expectations reparding our monthly
cash baim este and the sumber of instalie=] lUnes;

* expectations regarding the tme frames, miss. terts and conditions for implemanting " ‘lins pharing;"'
= plana i develop and comimercialize value-added services;

« peojections of the sroount of additional capital required to fund our busincas;

-+ our anticipated capital expenditures;

* plana ta enter inte bugines s armngaments with broadband-related service providars;

+ expectationy regarding the development and commencement of our volce services;

* pur abiliy to manage relationships with our bondholders;

+ the effect of regntatory reform and gecurities and ragulatoty ldgation;

= the effect of other litigation currently pending: and

+ other etaterents contained in this Report an Poem 10-Q and in onr Aooual Report on Ferm 10K for the
vear ended December 31, 2000, regarding maders that are nor histogical facts,
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